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Russia and U.S. Foreign Assistance: 1992-1996 



Summary 

This report, written in 1996, provides historical background that may be useful 
to Congress as it considers funding levels, types of programs, and problems in 
implementation of U.S. assistance to other countries. 

As defined by Congress in the FREEDOM Support Act and the pronouncements 
of two Administrations, among key objectives of U.S. foreign policy toward Russia 
are the promotion of a democratic system and a free market economy. Foreign 
assistance has been a prominent tool of that policy. 

Many factors in the United States and Russia have affected the course of the 
U.S. program of assistance to Russia. In the United States, there has been some 
expectation that the program would succeed quickly. When that did not happen and 
Russian government behavior did not meet expectations, some sought to cut the 
program. U.S. budget pressures also have affected the Russia program. Although 
Russia has experienced much economic and political progress in a relatively short 
time, this has been accompanied by an uncertain political situation exacerbated by 
growing economic inequality. Nevertheless, supporters of reform are reportedly 
emerging in all comers of Russia and these appear very pro-United States. 

Criticisms raised regarding the assistance program during its first years are being 
addressed by the Administration. Interagency coordination has improved, problem 
programs cut or eliminated, reformers targeted, and assistance funds leveraged to 
bring in other donors. Large contractors and grantees have improved their 
operations, but some observers still feel that while small U.S. organizations can best 
implement the program, they are the most threatened by cuts. 

The assistance program is seeking to engage all levels of private sector and 
democratic system development — at the top to promote policy reform, at the 
institutional level helping to strengthen government and private sector organizations, 
and at the grassroots to help individual businesses and NGOs (non-governmental 
organizations). In order to expedite the reform process and help them avoid 
mistakes, a major focus of assistance activity is the transfer of information to 
reformist Russians who want to know how things are done elsewhere. 

The budget for Russia has gone from $1.3 billion in FY1994 to $341 million in 
FY1995 and an estimated $168 million in FY1996. Many programs are ending 
earlier than originally anticipated and new ones not starting up. The consequences 
of such an abrupt decrease in funding are not clear with regard to Russian 
development in general but some fear that U.S. objectives in the country will be 
retarded. 

In 1994, the Administration informed Congress that technical assistance 
requests would largely end after the FY1998 appropriation. Realizing that U.S. 
interests regarding Russia would also not end at that point, individuals in the State 
Department have begun to ponder the shape of U.S. -Russian relations in the future 
and a “baseline” program of assistance that might be considered in the long term. 
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1996 



This report, written in 1996, provides historical background that may be useful to 
Congress as it considers funding levels, types of programs, and problems in 
implementation of U.S. assistance to other countries. 



Introduction 

Four years have passed since the Soviet Union dissolved into 12 separate 
nations. During this time, the Russian Federation, the largest of these states 
geographically and demographically, has figured most prominently in the minds of 
U.S. decisionmakers for its continuing arsenal of nuclear weapons, and its current 
and, perhaps more important — potential — political, economic, and commercial 
role in the world. 

Determining that it was in the U.S. interest to see a democratic, free market, 
more nuclear- secure Russia, the United States initiated a program of assistance to 
promote these objectives. The 1992 FREEDOM Support Act program, funded 
annually out of the Foreign Operations appropriations, concentrated resources on the 
first two objectives. 1 

Much has changed since the program began and the issues of congressional 
concern have also changed. At first, Congress debated the level of assistance 
appropriate for the region in general and Russia in particular. By 1994, with large 
sums having been appropriated specifically for Russia, the tone of the debate shifted 
to two issues: implementation of the program — the pace of implementation, 
effectiveness of activities, and adequacy of coordination among U.S. agencies; and 
Russian behavior both internationally and domestically. 

Now, in 1996, a new set of issues is beginning to define itself for congressional 
consideration. These issues result largely from the strong downward trend in funds 
for Russia programs and from other international and domestic events taking place 
in Russia and the United States. In the past three years, allocations for Russia from 
the NIS (New Independent States) account of the Foreign Operations appropriations 



1 The Nunn-Lugar program, funded from Defense appropriations, focuses on the nuclear 
disarmament and security concerns. It is not discussed in this report. For information 
regarding this program, see U.S. Library of Congress. Congressional Research Service. The 
Nunn-Lugar Program for Soviet Weapons Dismantlement: Background and Implementation , 
by Theodor Galdi. CRS Report 94-985F, updated December 11, 1995. 
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have gone from $1.3 billion in FY1994, to $341 million in FY1995, and an estimated 
$168 million in FY 1996. Administration officials and some Russia observers believe 
this declining funding may directly affect the achievement of U.S. foreign policy 
goals in Russia. 

This report, based in part on an extensive series of interviews and site visits 
conducted in Russia from September 12 to October 2, 1995, discusses the political 
and economic climate in which the assistance program is currently operating, how 
earlier concerns regarding the implementation of the program have been dealt with, 
the impact the program has had to date, the effect of proposed budget cuts and 
earmarks, and, finally, the long-term future of the program. 



The United States and Russia: the Domestic and 
Foreign Policy Context of the Assistance Program 

Although all foreign aid is an instrument of foreign policy intended to meet U.S. 
interests both short and long term, the program of assistance in Russia, in the view 
of many, is more strongly rooted in U.S. policy priorities than similar programs 
undertaken in other countries. Since 1992, the United States has sought to be 
actively engaged in encouraging the transition of Russia from a one party socialist 
economy to a democratic political and free market economic system. In the 
FREEDOM Support Act, Congress suggested that the outcome of this transition was 
a “vital interest” of both the United States and the international community. 2 

In the debate leading to the FREEDOM Support Act and in the language of the 
Act itself, Congress stressed the threat to U.S. national security interests that the 
assistance program would seek to overcome. Congress intended that the program be 
as much a direct tool of foreign policy as possible. It gave decisionmaking power 
over the program to an NIS Coordinator in the Department of State, not to the chief 
implementor of the program and traditional foreign aid arm of government, the 
Agency for International Development (USAID). It provided waiver authority to 
allow the Administration to ignore other constraints on traditional foreign aid 
programs in implementing the program for the NIS. And, due to its pivotal foreign 
policy purpose, the program has been more closely watched by Congress than most 
other assistance programs. 

The executive branch has shared this view. In his early testimony on the 
program, Secretary of State Baker noted that the FREEDOM Support Act supported 
U.S. efforts to build a democratic peace. “In this regard,” he said, “it is every bit as 
much a policy. ..as a legislative package.” Stressing the policy objectives that the 
program sought to achieve, he hoped that “people would not look at this as a foreign 



2 Russia’s continuing importance to the United States has been asserted by numerous 
analysts and decisionmakers. Recently this was professed in a series of speeches by Vice- 
President Gore on October 13, 17, and 19, 1995 and by Assistant Secretary of Defense for 
International Security Policy, Ashton Carter, on June 20, 1995. See also CRS Report 95- 
1 126, Russia’s Future: Issues and Options for U.S. Policy, by Jim Nichol, November 15, 
1995. 
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aid bill, because it is not a foreign aid bill.” 3 It was instead a “once in a century 
opportunity to advance our national interests.” The Clinton Administration has 
continued to stress the specific foreign policy objectives of the Russia program, but 
greatly increased the amount of resources devoted to that effort and upgraded its 
foreign policy importance an additional notch by associating it with the Gore- 
Chernomyrdin Commission process of expanded cooperation and, more recently, 
strengthening the role of the State Department. 

While its distinctive and immediate foreign policy goals set it apart from other 
foreign aid programs, there are aspects of the Russia program that have served more 
traditional foreign policy purposes. From the beginning, the program was seen as an 
expression of support for broad events taking place in the region, and in 1993, the 
Administration’ s request for a $ 1 .8 billion Russian assistance package was described 
as a specific demonstration of support for Yeltsin. The program, like assistance 
programs elsewhere, has also served short-term objectives. A program offering 
apartments to former Russian officers, for example, reportedly encouraged the 
withdrawal of Russian troops from the Baltic states by August 1994. 

But, in the main, the program has sought to facilitate the move toward 
democracy and a free market economy. The success of that effort depends in part on 
the way in which the program is implemented in the field. But it also depends on 
political and economic developments emanating from both Russia and the United 
States. 

U.S. Context 

Although it is tied closely to U.S. foreign policy objectives, the assistance 
program has come under periodic challenge and now appears headed toward an early 
end without any close reconsideration of those objectives. A number of factors have 
contributed to this turn of events. 

One has been the perhaps unrealistic expectation that the transformation of 
Russia to free markets and democracy would be relatively smooth and short-term. 
While Administration figures repeatedly noted the difficulties the program faced, 
they raised expectations by suggesting that the program might achieve its objectives 
by the turn of the century. Some doubt, however, that feasible aid programs can have 
more than marginal effects on a nation of Russia’s size and complexity. Further, 
although there has been strong bipartisan support for the broad objectives of the 
program in the foreign policy community and among Members of Congress, details 
of program implementation and the behavior of the Russian government have drawn 
heavy criticism since the program was launched. 

Concerns regarding how the program was being carried out on the ground in its 
first three years — its speed, coordination, impact, and the like — have seriously 



3 Testimony before the House Foreign Affairs Committee, April 30, 1992, Reuters 
Transcript. 
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affected current attitudes. 4 Some of the criticisms now appear unfounded and some 
derived from misunderstood accountability and legislative requirements. Some 
concerns were clearly legitimate and needed attention. Since a great many people 
had a personal or professional interest in this program — among them, potential 
contractors, non-govemmental organizations, and Russia “experts” — there were 
diverse and contradictory expectations of what sectors and projects it should 
emphasize and what it should ignore. The unique level of attention paid to the 
Russia program heightened the sound of critical voices and created the impression, 
still difficult to mend, that it was a failure and a mess. 

Disappointment of early expectations by some observers that its economic and 
political transformation might mean a compliant Russia has probably helped 
undermine support for the assistance program. While U.S. -Russian relations are a 
significant improvement on the Soviet era, certain Russian government domestic and 
international policies have caused some Members of Congress to question the 
program’s emphasis on Russia to the exclusion, in their view, of other NIS 
countries. 5 In addition, many Members of Congress continued to associate it 
negatively with other foreign aid efforts as a “giveaway” program, suggesting to 
many that cash was being transferred directly to the Russian government. 

The perception that the Russian government was the chief beneficiary was 
exacerbated in late 1 994 by growing disgruntlement over the Chechnya situation and 
the potential sale of nuclear energy facilities to Iran. In the 1995 debate on both the 
FY1996 foreign aid authorization and appropriations bills, some Members sought to 
cut off aid unless Russia changed its policies in these and other areas. Defenders of 
the program, including the Administration, pointed out that U.S. aid levels were 
hardly enough to compensate for profits lost from the Iran sale. They further argued 
that little of the assistance actually went to the Russian government, but instead to 
reformist elements whom it remained in the U.S. interest to support. 

The deficit reduction priorities of the 104th Congress, combined with the above 
perceptions, contributed to the cuts in the Russia program in the FY 1996 foreign aid 
appropriations bill. As Congress takes up a FY1997 appropriation debate, it faces 
new concerns. The December 1995 parliamentary election saw a resurgence in 
communist support that suggests the possibility of a communist victory in the June 
1996 presidential election. Subsequent anti-reformist moves by President Yeltsin 
have further exacerbated concerns. Some suggest it is not now clear that it is in the 
U.S. interest to help Russia become economically strong. 6 This argument seems to 
caution that Russia’s anti-reformist course is the most likely outcome, with or 



4 These concerns are discussed in detail in CRS Report 95-170, The Former Soviet Union 
and U.S. Foreign Aid: Implemen ting the Assistance Program, by Curt Tarnoff, January 18, 
1995. 

5 Russia activities have received a major portion of FREEDOM Support Act funding in 
absolute terms — accounting for 54% of FY1992-93, 61% of FY1994, 42% of FY1995 
funds, and expected to receive about 25% of FY1996 funding. Russia is behind Armenia, 
Kyrgystan, Georgia, Moldova, and Kazakhstan in ranking of assistance on a per capita basis. 

6 For example, see Charles Krauthammer, “It’s Their Economy, Stupid,” Washington Post, 
February 9, 1996. 
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without aid. Others believe this may ignore the complexity of the change going on 
at every level of government and society. 

Russian Context 

A number of features of modern Russia might be seen to bear on the shape and 
conduct of the U.S. assistance program. There is both good news and bad news: 
what seems certain is that the country is in flux; it is a mass of contrasts and 
contradictions; and no clear pattern has emerged from which U.S. policymakers and 
analysts of any stripe can take comfort. 

On the positive side, the pace of Russia’s transformation is stunning. Tens of 
thousands of businesses have been privatized and new ones established. Inflation has 
fallen from 2,600% in 1992 to 131% in 1995. Following years of negative growth, 
the IMF predicts GDP growth of between 2.2 and 4% in 1996 and perhaps more than 
6% in 1997. Certainly, visual impressions of Moscow support the predictions. 
During the past two years, Moscow has remade itself. There are now supermarkets, 
restaurants, attractive shop display windows, and construction everywhere. A middle 
class is being established. Russia has adopted a constitution that provides protections 
for individual rights and has held several free and fair elections. Whatever the 
changing composition of executive or legislative branches, adoption of reforms has 
continued to advance, although in a somewhat wobbly course. These are remarkable 
developments given the distance the country has had to come since 1991. 

Growth, however, has not occurred evenly, either in a geographic sense or for 
all income levels. To an American observer, Ekaterinburg in the Urals appears 
perhaps two years behind Moscow, and Novosibirsk in Western Siberia appears stuck 
in the Soviet era. Some of the contrast is attributable to the presence or absence of 
reformist elements in different legislatures and city governments throughout the 
country. An underfunded and mismanaged social safety net has contributed to an 
ever widening gap between rich and poor, but new opportunities for innovative and 
creative capitalists, as well as for self-aggrandizing politicians, are also responsible. 
Further, economic progress is hostage to the uncertain outcome of national elections. 
While past experience indicates that even nationalist or communist political figures 
may support a limited reformist agenda, the unpredictability of the political situation 
works against broad economic progress. Economic success might suggest a more 
positive political outcome, but perhaps the chief beneficiaries of the transition to free 
markets are the new generation of entrepreneurs, a great many under 35 years of age. 
However, this group is notoriously cynical about politics and many are thought not 
to have voted in the December 1995 election that saw great advances for communist 
and nationalist forces. 

Russian views regarding the United States have been as varied and contradictory 
as the twists and turns of their economic and political affairs these past few years. 
One encounters business and government figures at all levels who voice the desire 
for U.S. investment (“the Germans are here, the Dutch are here — why don’t the 
Americans come?”). Parliamentary staff at the national level as well as local city 
government officials express a strong desire to see the assistance program evolve into 
a higher level of mutual cooperation between the two countries in a wide range of 
sectors. Respect for the United States is embodied in their strongly expressed interest 




http://wikileaks.org/wiki/CRS-96-261 



CRS-6 



in learning from American experience in all areas where reform is being initiated. 
On the other hand, one encounters considerable cynicism about the Western effort 
to help Russia during its difficult time of transition. Some individuals suggest that 
the aim of all U.S. activities in Russia is to undermine the Russian economy and 
make it dependent on U.S. business. Businessmen and other private sector leaders, 
however, seem consistently favorable to reform and the United States. 

A major challenge for the U.S. assistance program has been to work within this 
uncertain, ever-changing, landscape. Implementors of the program have had to 
identify the reformers in each sector, and determine where assistance might most 
effectively be used. Although Americans and even Russians ask whether the aid 
effort is invisible, nationalist sensitivities prevent the United States from advertising 
its presence too broadly. Despite the difficulties inherent in the Russian scene, 
however, the U.S. assistance program, as discussed in part three of this report, has 
managed to craft numerous points of cooperation with Russians at all levels of the 
public and private sector and in all parts of the country. 



Assistance Program Implementation Issues 

As noted above, a number of concerns and criticisms of the assistance program 
have been raised since its inception. A January 1995 CRS Report, The Former Soviet 
Union and U.S. Foreign Aid: Implementing the Assistance Program (CRS Report 95- 
170F), reviewed these issues and concluded that, while many of the criticisms no 
longer held true for the program, there remained issues that Congress might wish to 
track carefully in order to insure a well implemented and successful program. These 
issues included the extent to which programs were implemented rapidly, reached the 
grassroots, advanced privatization, fostered agency and project coordination, 
produced visible results, were subjected to regular evaluations, terminated bad 
projects, targeted reformers, and leveraged private sector funds. Many of these 
concerns are updated and discussed in this and the following section. 

Speed of Implementation 

Perhaps the most important criticism of the program in its first years was that 
it was slow in getting activities on the ground. Visitors in 1993 found a dearth of 
projects in Russia, and, as late as April 1994, House leaders Richard Gephardt and 
Robert Michel found the program slow in delivery and lacking intensity. But the 
September 1994 bipartisan delegation led by Senator Patrick Leahy returned with 
quite a different picture. It found the program “in full operation.” And a visit one 
year later supports that judgment. There is now a wealth of activities underway and 
hundreds of organizations — contractors, grantees, NGOs (non-govemmental 
organizations), and Russian indigenous groups — funded in some way by the NIS 
account. With funding on the decline, the program has apparently hit its peak, and 
the number of project activities can be expected to decrease noticeably during 1996. 7 



7 For a broad list of activities funded from all sources and managed by all U.S. government 
agencies, see GAO report, Former Soviet Union: Information on U.S. Bilateral Program 

(continued...) 




